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Federal Reserve Bulletin: January 1965Industrial activity rose substantially further in 1964, the fourth
year of the current business expansion. With both business and
consumer demands spurred by the large reduction in Federal
income taxes, output increased more than it had in 1963. Mean-
while, industrial prices remained relatively stable.
During the autumn, operations were reduced by work stop-
pages in the automobile industry, but by December output had
recovered and the Board's index of industrial production had
risen to a level 8 per cent higher than in December 1963. Over
the longer period since mid-1961—after output had recovered
to its prerecession level—industrial activity has grown at an aver-
age annual rate of 5.5 per cent. For the earlier postwar years,
growth was at a rate of 4 per cent a year.
CHART I
Expansion in PRODUCTION continues
















NOTE.—Seasonally adjusted production index. Price index
based on Bureau of Labor Statistics wholesale price data for
nonfood commodities. Latest figures shown, December.
Consumer demands quickened in late 1963, in advance of the
reduction in taxes on personal incomes, and by late summer of
1964 retail sales were up 8 per cent from a year earlier. Sub-
sequently, sales of many types of consumer goods leveled off. The
strikes in the auto industry sharply curtailed deliveries of new
cars from late September through November, but deliveries re-
bounded in December.
Business demands for capital goods accelerated last year, in
response to continued expansion in industrial activity as well as
to the direct stimulation provided by Government policies. Out-
put and shipments of machinery and other equipment rose sharply,
and order backlogs increased. New orders for equipment remained
at an advanced rate during the autumn. Construction for business
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purposes rose through the year, thus helping to offset a moderate
decline in residential construction activity and to maintain de-
mands for construction materials. According to a recent Govern-
ment survey, businesses plan to increase expenditures for new plant
and equipment further in the first half of 1965.
Demands from abroad also contributed to expansion in indus-
trial output in 1964. The gain in exports of nonagricultural prod-
ucts was substantial, and it exceeded the increase in imports
stimulated by the large rise in domestic activity.
Business inventory accumulation in 1964 again was quite small.
After midyear, however, inventories held by producers of ma-
chinery, autos, and other metal products rose substantially, in part
because of hedging against the possibility of a steel strike this
spring, and the rate of accumulation in some other manufactur-
ing lines also increased.
Sustained expansion in industrial output was accompanied by
some increase in resource-utilization rates and by interruptions to
the flow of new supplies of some commodities. Upward pressures
on prices developed in markets for nonferrous metals and certain
other commodities. Competition continued to exert a strong re-
straining influence, however, and not all of the increases in prices
that were announced actually were put into effect. In the fourth
quarter of 1964—and over the full year—the price index for in-
dustrial commodities as a whole increased by one-half of 1 per
cent, about as much as it had increased in the year 1963.
INDUSTRIAL Except in the period affected by auto strikes, industrial output
PRODUCTION of final products rose almost steadily during 1964. The rise from
the end of 1963 through December 1964 amounted to 7 per cent.
This compared with an increase of 5 per cent during the preced-
ing year and marked the most sustained advance in output of
final products during the postwar years.
Growth in production of consumer goods, following the rapid
recovery in the spring of 1961, has been relatively steady at a
rate of about 5.5 per cent a year. Expansion in output of business
equipment has been less stable. Its pace was rapid between mid-
1961 and mid-1962, markedly slower to the spring of 1963, and
then very rapid.
For industrial materials, the pace of expansion has varied even
more. Swings in output of some materials have resulted from shifts
in inventory demands that in this period were caused mainly by
strikes or threats of strikes.
Consumer goods. Stimulated by tax reduction, the rise in con-
sumer disposable income accelerated in the first half of 1964. By
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CHART 2
INCOME gains spur SALES and OUTPUT
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NOTE.—Seasonally adjusted indexes. Income and sales based
on Dept. of Commerce data. Latest figures shown: income,
fourth quarter; other, December.
the fourth quarter of the year, before-tax income had risen 6 per
cent from its level in the fourth quarter of 1963. This gain was
slightly more than that for the previous year. After-tax income in-
creased by 7.5 per cent during 1964. Most of the difference be-
tween these increases occurred in March when lower rates on tax
withholding went into effect. Since consumer prices continued to
rise by about 1 per cent a year, most of the increase in income
represented a real gain in purchasing power.
With the added flow of income, consumers increased their
spending for goods proportionally more than for services, and for
durable goods more than for nondurables. As usual, demands for
foods and some other staples responded less than other goods to
the change in incomes. Market supplies of meats again increased
by about 6 per cent, but total output of consumer staples continued
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to expand at an annual rate of about 4 per cent. Meanwhile,
over-all output of consumer goods rose more or less steadily until
the autumn, when automobile production was first reduced by
strikes and later raised to a very high rate in an effort to make up
the lost output.
Automobiles. Sales of new domestic autos in the 1964 model
year, which closed in late September, were a record 7.7 million
units, 7 per cent above sales of the 1963 models. This gain fol-
lowed a rise of 11 per cent from the 1962 to the 1963 model year.
Sales of imported cars, which had turned upward again in mid-
1962, totaled nearly half a million units in the calendar year 1964.
At the start of the 1965 model year, output and deliveries of
domestic cars were cut back by strikes at plants of the two largest
producers. Over the strike-affected period, production fell short
of original schedules by more than half a million cars, and dealer
inventories declined sharply.
By December, however, the industry was back in full opera-
tion, and auto assemblies rose to a record seasonally adjusted an-
nual rate of more than 9 million units. Although still hampered
by lingering supply shortages early in the month, sales of domestic
cars advanced to a rate of 9 million units, raising sales for the
whole fourth quarter to a 7.3 million rate. Dealers' stocks were
being rebuilt, and at the year's end they were only moderately

































































NOTE.—Data on total registrations each year through 1963 by the Bureau of Public Roads. Estimates
of registrations in 1964 and scrappage in all years by Federal Reserve. Registrations data overstate
the number of cars in use partly because of reregistration of some vehicles during each year.
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Over time, a rising trend in automobile sales is to be expected
because of expansion in real income per capita, increase in re-
placement needs, and growth in the driving-age population. Table
1 shows that in each of the last 3 years the number of registered
cars increased by more than 4 per cent. With the population aged
18 and older growing at an average rate of 1.3 per cent annually,
the number of automobiles per person over the age of 18 has in-
creased by about 3 per cent a year.
Home goods and apparel. Retail sales of major home goods
and apparel accelerated toward the end of 1963, perhaps stimu-
lated by anticipation of the tax cut, and rose until last summer
at a more rapid pace than at any earlier time in this business ex-
pansion. In the second half of 1964 sales leveled off.
Production of both home goods and apparel rose more or less
steadily through 1963 and 1964, as Chart 2 shows, with some
acceleration in the fourth quarter of last year. Among home goods
the strongest advances last year were shown by room air-condi-
tioners and by some kitchen appliances. Furniture and rug pro-
duction rose almost steadily ^at a rate that amounted to nearly 10
per cent for the year. After midyear, production of television sets
and home radios advanced sharply.
Business equipment. Acceleration in the rate of increase in busi-
ness spending to expand and modernize facilities is reflected in the
behavior of output of business equipment. This output measure—
which includes machinery and other equipment for government
use and for export, but which is dominated by equipment for
domestic business use—rose 11 per cent further during 1964 to a
point about a third above the advanced levels in 1960 and 1957.
The rate of output at the year-end was 148 per cent of the 1957-
59 average, compared with 137 per cent for consumer goods.
The expansion in output was above average for industrial equip-
ment, which more than other types is associated with expansion
in capacity. Output of industrial equipment rose by 12 per cent
during the year—a rate of expansion that had occurred before
only in recovery from a sharp recession. At the end of 1964, more-
over, output of industrial equipment was nearly a third above the
1960 high; over the business cycle from early 1957 to early 1960,
output had shown no growth.
Production of commercial equipment, which includes office
machines and commercial equipment for defense and business pur-
poses, has shown quite a different pattern. Last year was one of
recovery and advance following a downward drift through most
of 1963.
Production of transportation equipment for business and gov-
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ernment uses—excluding autos—increased moderately through
the summer of 1964. Subsequently production of trucks and of
railroad equipment was curtailed by strikes and then was raised
to high rates as producers attempted to make up the lost output.
It was an important feature of developments last year that in-
dustrial output could expand considerably further without exert-
ing widespread pressures on capacity and on supplies of materials.
In late 1962 and early 1963 production of new equipment was
already at a high rate, and it has increased nearly a fifth since then.
Consequently, capacity increased appreciably in 1964, although
the increase was somewhat less than that in industrial output.
CHART 3
RISE in OUTPUT of BUSINESS EQUIPMENT in 1964
greatest for INDUSTRIAL types
RATIO SCAIE
1957-59=100




NOTE.—Seasonally adjusted indexes. Latest figures shown,
December.
Materials. Production of industrial materials, up nearly 9 per
cent from December 1963 to December 1964, rose more than
output of final products mainly because of changes in inventories
in response to strikes or the possibility of strikes. At the end of
1964, for example, output of metal stampings and parts for motor
vehicles was in unusually large volume as production lost earlier
in the autumn was being made up.
The amount of the increase in production of iron and steel over
the year, moreover, was affected by the fact that in the autumn
of 1963 inventories were still being liquidated—following the ac-
cumulation against the strike possibility during the previous spring
—whereas in the summer and autumn of 1964, inventories were
being increased. Output rose sharply in the first half of 1964, and
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CHART 4
OUTPUT changes for INDUSTRIAL MATERIALS












NOTE.—Seasonally adjusted indexes. Latest figures shown, December.
since midyear it has increased further to the highest level on record
except for brief periods just before and after the strike in 1959.
Production of nonferrous metals had risen sharply in 1963, and
at the year-end it was approaching the limits set by plant capacity
or the availability of ores and concentrates. Production increased
moderately further in 1964, and it averaged about 10 per cent
higher than for 1963 as a whole.
Output of aluminum rose somewhat in the second half of 1964.
Copper production was reduced by strikes in the summer, and
shortages were intensified by labor and political disturbances
abroad. Toward the year-end, however, world production of cop-
per regained the highs of last spring and it appeared that inven-
tories were being rebuilt. Expansion in refining of lead and zinc
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was limited last year, in part because imports of materials were
restricted by quotas.
Output of major construction materials followed the general
course of activity in the construction industry, which reached a
high early in 1964 and then changed little. After rising further
early in the year, lumber production declined. Output of clay
and glass products increased moderately over the year.
The course of textile production was strongly influenced by
legislative developments as well as by expansion in demands for
apparel, textile housefurnishings, and industrial fabrics. In the
early part of the year production was stable, and inventories ap-
pear to have declined. After passage of legislation to lower the
cost of raw cotton to domestic users, production of textiles in-
creased sharply.
In both the paper and chemical industries, output expanded
considerably further last year. Growth in industrial chemicals
continued to be influenced by development of new production
methods and new uses of some products. The annual rate of in-
crease in output since 1960 has been nearly 20 per cent for
plastic materials and 15 per cent for manmade fibers.
INDUSTRIAL ^he materials group accounted for most of the small rise in in-
PRICES dustrial commodity prices in 1964. In fact, materials have ac-
counted for most of the fluctuation in industrial prices over the
5-year period shown in Chart 5. In that period, which included a
recession, a recovery, and a sustained expansion, the wholesale
price index for industrial products changed little.
Sensitive materials. Ordinarily the price index for industrial ma-
terials responds more promptly to shifts in demands than does
the index for industrial products because of the behavior of the
"sensitive" materials. The price index for the group of sensitive
commodities, which accounts for about a fourth of all the indus-
trial materials in the wholesale price index, turned up in the sum-
mer of 1963 and rose 4 per cent by the end of 1964. The rise
began from a level that was barely above the recession low of early
1961. In the 1954-55 period, in contrast, the index for sensitive
materials had started to rise in advance of the upturn in industrial
activity, and within a year it was up 6 per cent; in 1958-59 the
index turned up soon after industrial activity, and a year later it
was up 8 per cent.
The rise in prices of sensitive materials through 1964 was more
selective than in the earlier periods. As shown in the third panel
of Chart 5, metals increased sharply while natural fibers declined
appreciably. And the third component, which contains textile
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CHART 5











NOTE.—Based on Bureau of Labor Statistics wholesale price data for nonfood commodities.
Latest figures shown are December estimates.
Federal Reserve Bulletin: January 196510
FEDERAL RESERVE BULLETIN • JANUARY 1965
yarns and fabrics, lumber and plywood, hides and leather, nat-
ural rubber, and fuel oil, remained stable.
Prices of nonferrous metals and mill products—which together
with steel scrap make up the metals component of the index for
sensitive materials—turned up in early 1963 when expansion in
domestic production of business equipment and other durable
goods was resumed and the rise in production in other industrial
countries accelerated. While demands for these materials for both
inventories and current consumption were increasing, expansion
in output was limited by political disturbances in some countries
that are major sources of supply and by work stoppages in the
United States.
Between early 1963 and late 1964 prices of tin doubled, but
after the quantity of the metal being made available from the U.S.
stockpile was increased substantially, prices lost about half of
the increase. Sales of small quantities of stockpiled lead and zinc
also were authorized and effected last year, with the approval of
many domestic producers who have been concerned about the
effects of price increases on longer-run competition from other
materials.
Producers of primary copper also seemed to be concerned
about their competitive position, and they held price increases to
moderate proportions—compared with the 1955-56 experience—
despite interruptions to supplies and large price increases on the
London and New York exchanges. In December prices in these
markets fell sharply—reflecting recovery in production and thus
progressive improvement in the supply situation—but they were
still well above prices maintained by the primary producers.
The decline in market prices of natural fibers in 1964 resulted
mainly from a reduction of 7.5 per cent in Federal price-support
levels for cotton. Prices for yarns and fabrics—included in the
"other" group of sensitive materials—were also affected by the en-
actment of "one price cotton" legislation, which reduced the cost of
cotton for domestic use to the level of export prices. The effective
cost of raw cotton to domestic users, therefore, was reduced to a
level about a fifth below current market prices. In late 1964, as a
result, the effective cost was more than a fourth below market
prices of a year earlier. Prior to enactment of this legislation in
early 1964 buyers of cotton yarns and fabrics had sharply reduced
their purchases and their inventories in anticipation of lower prices
for such products. Soon after the enactment prices did decline, but
the rebuilding of inventories and heavy forward buying into 1965
resulted in some price increases in the autumn.
Prices of lumber and plywood—also included in the "other"
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group—declined in the summer and autumn, when residential
construction activity weakened. At the year-end the decline was
arrested as supplies of these products were threatened by floods
in the northwestern region of the country.
Other materials, The index for other industrial materials (other
than sensitive), which accounts for three-fourths of the industrial
materials in the wholesale index, remained stable in 1964. At the
year-end it was slightly lower than just before the recovery in
business activity began in early 1961, and slightly lower than just
before the recession began in early 1960.
For many of these materials, as for some finished products, ac-
tual prices in transactions differ from the prices reported by the
amount of competitive discounts or concessions. Since the magni-
tude of such concessions fluctuates cyclically, it is likely that prices
in actual transactions are higher now than they were in early
1961, but it is also likely that they are no higher than in the early
part of 1960.
The price index for steel mill products, the most important ma-
terial in this group, edged up in late December when increases of
2 to 3 per cent were effected for prices of some galvanized prod-
ucts. Prices for some other products had been reduced earlier in
the year, and at the end of 1964 the steel index was no higher
than it was in December 1963.
Prices of fuel oils declined sharply through the first 9 months
of 1964 and then recovered most of the decline. Meanwhile, prices
of woodpulp and some paper products, millwork, and plumbing
supplies increased. Some nonmetallic minerals rose while others
declined. Industrial chemicals were stable at a level about 5 per
cent lower than in 1959-60.
In markets for labor as well as for industrial materials, devel-
opments in 1964 remained relatively favorable for price stability.
In manufacturing as a whole, based on the Board's production
index, output per manhour continued to rise at least as rapidly as
hourly labor costs, including fringe benfits. Total labor costs per
unit of manufacturing output were no higher in the autumn of
1964 than they were a year or two earlier. The manhour cost to the
auto industry of the 3-year labor contract signed last summer has
been estimated to be slightly above the average rate of increase
in manufacturing output per manhour over the past 3 years, as
implied by the Board's production index.
Industrial products. With prices of industrial materials showing
little change—or no more change than might have occurred be-
cause of reductions in discounts—prices of finished products were
not subject to pervasive pressures of costs in 1964. Changes in
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prices continued to be selective in reflection of specific market de-
velopments, and the average for all finished products changed little.
For consumer goods (other than foods), changes were few and
typically small, and the index was unchanged at the level first
reached in early 1959. Apparel edged up further, reflecting pri-
marily the 1963 rise in prices for wool in world markets. House-
hold furniture also increased, but floor coverings declined at the
year-end after having risen in 1963 along with carpet wool. Prices
of tires, which had increased in the summer of 1963, declined in
the spring of 1964.
Wholesale prices for autos and other major consumer durable
goods were stable during 1964. The 1965 model autos were in-
troduced last autumn at prices little changed from a year earlier,
but according to the wholesale price index, auto prices were 4 per
cent below the peak of 6 years ago. Prices in the appliance and in
the television and radio groups stabilized last year after having
declined 9 and 12 per cent, respectively, over the preceding four
and a half years.
The price index for machinery and other producers' equipment
increased only slightly in late 1963 and early 1964. It then leveled
off although new orders received by manufacturers of such equip-
ment rose to an advanced rate and remained high into the fourth
quarter of the year. Most of the rise in the price average reflected
increases in metalworking machinery and equipment.
Price indexes for several types of machinery and equipment are
appreciably higher now than in early 1960, prior to the last reces-
sion. This is true of the indexes for metalworking, agricultural, and
construction equipment. However, the index for the electrical
equipment group is down and the group of general purpose ma-
chinery is unchanged. The index for the whole equipment category,
therefore, was about 2 per cent higher at the end of 1964 than it
was 5 years earlier.
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